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OATH OR AFFIRMATION

I, Fred Goldman, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of EQUITEC PROPRIETARY MARKETS, LLC, as of
December 31, 2006, are true and correct. I further swear (or affirm) that neither the company nor any
partner, proprietor, principal officer or director has any proprietary interest in any account classified solely as

that of a customer.
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Hitaay of 120007007 /_/%/{7
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This report** contains (check all applicable boxes):

W (a) Facing Page.

W (b) Statement of Financial Condition.

I (c) Statement of Income (Loss).

{~ (d) Statement of Cash Flows.

i~ (e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
i (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

™ (g) Computation of Net Capital.

{™ (hy Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

[~ () Information Relating to the Possession or Conrtrol Requirements Under Rule 15¢3-3.

I” {j) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.

i~ (k) A Reconciliation between the audited and unaudited Statement of Financial Condition with respect to methods of
consolidation.

W (Y An Oath or Affirmation.
[T (m) A copy of the SIPC Supplemental Report.

[~ {(n) A report describing any material inadequacies found to exist or found to have existed since the date of the
previous audit.

™ {0) Independent Auditors' Report on Internal Contro!.

**For conditions of confidential treatment of certain portions of this filing, see Section 240.17a-5(e}(3).
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McGladrey & Pullen

Certifed Public Accountants

Independent Auditors’ Report

Member of
EQUITEC PROPRIETARY MARKETS, LLC

We have audited the accompanying statement of financial condition of EQUITEC PROPRIETARY MARKETS, LLC as of
December 31, 2006 that you are filing pursuant to Rule 17a-5 of the Securities and Exchange Commission. This financial
statement is the responsibility of the Company's management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statement is
free of matenial misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statement. An audit also includes assessing the ‘accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the financial position
of EQUITEC PROPRIETARY MARKETS, LLC as of December 31, 2006 in conformity with accounting principles generally
accepted in the United States of America.

H-W_% %\P_@., LLP
Chicago, lllinois

February 28, 2007

McGladrey & Pullen, LLP is a member firm of RSM Intemational ~ 1
an affiliation of separate and independent legal entities.




EQUITEC PROPRIETARY MARKETS, LLC
Statement of Financial Condition
December 31, 2006

Assets
Cash $ 340,268
Securities and derivatives owned, pledged 703,655,848
Dividends receivable 576,606
Other assets 532,274
$705,104,996
Liabilities and Member's Equity
Liabilities
Securities and derivatives sold, not yet purchased $380,232,220
Payable to clearing broker 310,864,131
Loan payable 4,900,000
Accounts payabie and accrued expenses 867,092
696,863,443
Member's equity 8,241,553
$705,104.996

See accompanying notes, 2




EQUITEC PROPRIETARY MARKETS, LLC
Notes to the Statement of Financial Condition
December 31, 2006

Note 1 Nature of Operations

EQUITEC PROPRIETARY MARKETS, LLC (the "Company") conducts market-making, proprietary trading,
and brokerage execution activities in exchange-traded securities and derivative financial instruments. All
trades are cleared through another broker-dealer. The Company is a limited liability company organized
under the laws of the State of lllinois, and is registered as a broker-dealer with the Securities and
Exchange Commission ("SEC"). The Company also provides access to its trading software for affiliated
and nonaffiliated entities.

The Company is a wholly owned subsidiary of Equitec Group, LLC ("Group").

Note 2 Summary of Significant Accounting Policies

Use of Estimates—The preparation of the financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual resuits could differ from
those estimates.

Securities and Derivative Financial Instruments—Securities and derivative financial instrument
transactions are recorded on trade date. Exchange-traded securities and derivative financial
instruments are carried at fair value, based on quoted market prices, with unrealized gains and losses
reflected in net trading gains.

Amounts receivable and payable for securities transactions that have not reached their contractual
settlement date are recorded net on the statement of financial condition.

Income Taxes—The Company is not liable for federal income taxes as the member recognizes the
Company’s income or loss in its tax return. Accordingly, no provision or benefit for federal income
taxes has been made in these financial statements.

Fair Value of Financial Instruments—Substantially all of the Company's assets and liabilities are
considered financial instruments and are either already reflected at fair value or are short-term or
replaceable on demand. Therefore, their carrying amounts approximate their fair values.

Note 3 Securities and Derivatives Owned and Securities and
Derivatives Sold, Not Yet Purchased

Securities and derivatives owned and securities and derivatives sold, not yet purchased at December 31,
2006 consist of:

Sold, Not Yet

Owned Purchased
Equity securities $449,971,673 $ 37,580,732
Equity options 243,704,075 338,619,313
Options on futures contracts 9,980,100 4,032,175

$703,655,848 $380,232,220




EQUITEC PROPRIETARY MARKETS, LLC

Notes to the Statement of Financial Condition
December 31, 2006

Note 3 Securities and Derivatives Owned and Securities and
Derivatives Sold, Not Yet Purchased, Continued

At December 31, 2006, cash, securities and derivatives on deposit with the Company's clearing broker
collateralize amounts due to the clearing broker and securities and derivatives sold, not yet purchased.

Note 4 Related-Party Transactions

The Company has a revolving loan agreement with Group that provides for borrowings of up to
$10,000,000 at an annual rate equal to the sum of two times the federal funds rate plus 90 basis points
and matures on May 7, 2011,

Also, the Company reimburses Group for its compensation costs.

The Company is reimbursed for certain expenses, including office space and administrative services, that
are shared with affiliated entities.

Access, usage, and technology fees are received from affiliated entities for access and usage of the
Company's trading software. At December 31, 2006, other assets includes $100,000 due from these
affiliated entities for such services.

Note 5 Commitments and Contingencies

In the normal course of business, the Company is subject to various unasserted claims, litigation,
regulatory and arbitration matters. Because these claims and matters are at preliminary stages,
management is unable to predict their outcome. Although the effect of these claims and matters cannot
be determined, management of the Company believes, after consultation with legal counsel, that the
resolution of these matters will not resuit in any material adverse effect upon the Company's financial
position or results of operations.

Note 6 Financial Instruments with Off-Balance-Sheet Risk

In connection with its market-making and proprietary trading activities, the Company enters into
transactions in a variety of derivative financial instruments, primarily exchange-traded equity options and
futures contracts. Options held provide the Company with the opportunity to deliver or take delivery of
specified financial instruments at a contracted price. Options written obligate the Company to deliver or
take delivery of specified financial instruments at a contracted price in the event the option is exercised by
the holder. Futures contracts provide for the delayed delivery or purchase of financial instruments at a
specified future date at a specified price or yield. These derivative financial instruments may have market
risk and/or credit risk in excess of the amounts recorded in the statement of financial condition.
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EQUITEC PROPRIETARY MARKETS, LLC

Notes to the Statement of Financial Condition
December 31, 2006

Note 6 Financial Instruments with Off-Balance-Sheet Risk, Continved

Market Risk—Derivative financial instruments involve varying degrees of off-balance-sheet market
risk. Changes in the market values of the underlying financial instruments may result in changes in the
value of the derivative financial instruments in excess of the amounts reflected in the statement of
financial condition. Exposure to market risk is influenced by a number of factors, including the
relationships between financial instruments and the volatility and liquidity in the markets in which the
financial instruments are traded. In many cases, the use of derivative and other financial instruments
serves to modify or offset market risk associated with other transactions and, accordingly, serves to
decrease the Company's overall exposure to market risk. The Company attempts to manage its
exposure to market risk arising from the use of these financial instruments through various analytical
monitoring techniques.

In addition, the Company sells securities it does not currently own and will therefore be obligated to
purchase such securities at a future date. The Company has recorded these obligations in the
statement of financial condition at December 31, 2006, at the fair value of the securities and would
incur a loss if the market value of the securities were to increase subsequent to December 31, 2006.

Credit Risk—Credit risk arises from the potential inability of counterparties to perform in accordance
with the terms of the contracts. The Company's exposure to credit risk associated with counterparty
nonperformance is limited to the current cost to replace all contracts in which the Company has a gain.
Exchange-traded financial instruments generally do not give rise to significant counterparty exposure
due to the cash settlement procedures for daily market movements or the margin requirements of the
individual exchanges.

Concentration of Credit Risk—All trades of the Company are cleared through a clearing broker. In
the event this counterparty does not fulfill its obligation, the Company may be exposed to risk. The
risk of default also depends on the creditworthiness of the counterparties to these transactions. The
Company attempts to minimize this credit risk by monitoring the creditworthiness of the clearing
broker.

The Company, at December 31, 2006, had uninsured deposits with banks of approximately $636,000.
Management believes that the Company is not exposed to any significant credit risk on cash.

Note 7 Net Capital Requirements

Pursuant to Rule 15¢3-1 of the Securities and Exchange Commission, the Company is required to maintain
"net capital” equal to the greater of $100,000 or 6-2/3 percent of "aggregate indebtedness,” as those
terms are defined. Net capital changes from day to day, but at December 31, 2006, the Company had
net capital and net capital requirements of approximately $7,442,000 and $354,000, respectively. The
net capital rule may effectively restrict the withdrawal of equity by the Group.




